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I .  Introductory  Comments 

II.  Introduction  to  the  NTS  Costs  and  the  By-pass  Problem 

Today  I  have  been  asked  to  speak  about  the  NTS  cost 
problem  which  has  become  a  paramount  concern  to  the  entire 
telecommunication  industry.  Given  the  new  competitive  toll 
environment,  heavy  toll  users  inevitably  seek  out 
alternative  interconnection  arrangements  with  long-distance 
providers  so  that  they  can  escape  the  NTS  charges.  Although 
this  by-pass  phenomenon  can  take  many  forms,  it  ultimately 
results  in  the  loss  of  local  exchange  revenues.  In  the  end, 
all  remaining  customers  have  to  pay  higher  rates  to  adjust 
for  the  withdrawal  of  the  largest  toll  users. 

The  industry  as  a  whole  has  been  trying  to  find 
workable  solutions  to  this  problem.  Instead  of  engaging  in 
the  NTS  theoretical  debate  which  has  received  extensive 
attention,  I  thought  it  may  be  more  worthwhile  for  me  to 
share  with  you  three  of  the  most  prevalent  approaches  to 
this  problem  and  their  known  conseguences . 
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III.  Subscriber  Plant  Factor  (SPF)  to  Subscriber  Line  Usage 

(SLU)  Plan 

One  solution  explored  by  regulators  and  the  industry 
alike  has  been  the  so-called  SPF  to  SLU  transition.  The  SLU 
approach  reduces  the  amount  of  NTS  costs  collected  from  toll 
users.  This  approach  entails  a  usage  assignment  to 
non-usage  related  costs.  Consequently  it  provides 
uneconomic  incentives  in  that  no  real  gains  in  toll 
deloading  is  achieved  and  only  nominal  reduced  rates  to 
customers  result. 

Most  frequently  this  method  is  only  a  transitional 
mechanism  which  recognizes  that  the  NTS  costs  must 
ultimately  be  placed  on  the  end-users.  This  plan  provides 
no  long-term  solutions. 

IV.  Flat  Monthly  Charge  Based  on  Channel  Capacity 

Another  plan  that  has  surfaced  is  based  on  a 
measurement  of  each  carrier's  ability  to  handle 
long-distance  traffic.  Under  this  approach,  each 
inter-exchange  carrier  (IXC)  pays  a  flat  monthly  charge, 
regardless  of  its  volume  of  switched  access  tariff.  The 
amount  of  this  charge  varies  among  carriers  depending  upon 
their  overall  size. 
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Supposedly  the  advantage  of  this  plan  is  that 
inter-exchange  carriers  (IXCs)  are  not  able  to  escape  NTS 
payment  by  substituting  one  form  of  access  for  another 
(except  for  private  by-pass  which  is  said  to  be  less 
critical).  However,  this  plan  is  unworkable  in  that  it  is 
excessively  burdensome  in  terms  of  administration,  policing 
and  enforcement.  The  administrative  burdens  of  measuring 
channel  capacity  and  policing  alone  outweigh  any  advantages 
of  this  plan. 


IV.  The  NTS  Problem  -  -  -  Illinois'  Solution 

Now  I  would  like  to  share  with  you  Illinois'  success 
story  with  respect  to  effecting  the  necessary  recovery  of 
NTS  costs.  In  1983  the  Illinois  Commerce  Commission 
initiated  its  own  access  charge  docket.  The  purpose  of  this 
docket  was  to  investigate  the  appropriate  methodology  for 
collecting  intrastate  access  charges.  In  November  of  1983, 
the  Fourth  Interim  Order  established  a  five-year  plan  called 
the  Alternate  Plan  which  was  to  transition  the  bulk  of 
subsidies  from  intrastate  toll  services  to  end-users.  To  a 
great  extent  this  plan  was  fashioned  after  the  FCC ' s 
original  NTS  proposal. 
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Under  the  Alternate  Plan,  the  overall  level  of 
subsidization  from  intrastate  toll  revenues  was  capped  and 
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phased  down  by  20  percent  each  year  for  five  years.  This 
procedure  is  implemented  in  a  two  step  process.  The  first 
step  is  a  reduction  in  the  carrier  common  line  charge  (CCLC) 
which  is  paid  by  long-distance  providers  to  local  exchange 
companies  for  network  access.  The  second  step  allows  local 
exchange  companies  to  recover  the  deficiency  by  increasing 
rates  for  subscriber  access. 

Each  year  when  end-user  charges  are  applied,  all  local 
exchange  companies  move  closer  to  having  their  NTS  revenue 
requirement  covered  by  their  end-users.  Concurrent  with 
these  increases  in  local  rates,  the  intrastate  CCLC  charge 
is  lowered  to  the  long-distance  carriers  thereby  effecting  a 
reduction  in  toll  rates.  As  of  December  31,  1986,  the 
customers  of  53  local  exchange  companies  had  received  a 
total  per-line  increase  of  $5.52  as  a  result  of  the 
Alternate  Plan  since  1983. 

In  addition  to  the  Alternate  Plan,  the  FCC  has 
established  its  own  framework  for  the  partial  transfer  of 
interstate  NTS  costs  to  end-users.  To  date,  their  program 
has  resulted  in  a  $2.0C  charge  to  residential  and  single 
line  business  customers.  Multiline  business  customers  have 
received  an  increase  of  up  to  $6.00.  The  FCC  continues  to 
debate  the  NTS  issue  and  has  asked  for  proposals  to  decrease 
NTS  subsidization.  The  Illinois  Commerce  Commission  has 
developed  and  presented  its  own  plan  for  an  experimental 
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tariff  to  the  FCC.  The  FCC  is  currently  reviewing  the 
Illinois  Proposal. 

Looking  back,  the  Illinois  Commerce  Commission  has  no 
regrets  with  respect  to  its  continued  commitment  to  the 
transference  of  NTS  costs  to  end  users.  In  the  long-run, 
Illinois  customers  are  reaping  significant  benefits  from 
this  process  in  that  Illinois  has  the  lowest  intrastate  CCLC 
rates  in  the  nation.  The  Commission  has  recently  ordered 
another  decrease  in  the  CCLC  rate  effective  during  1987  of 
1.11  cents  per  premium  minutes  of  use.  This  means  that 
medium  to  heavy  business  toll  users  will  be  more  likely  to 
stay  on  the  system,  and  the  lower  Illinois  toll  rates  have 
the  potential  of  attracting  new  business  ventures  into  this 
state.  Such  stimulation  is  important  to  the  midwestern 
region  which  has  been  crippled  by  the  decline  of  heavy 
industry.  We  strongly  believe  it  is  more  efficient  to 
eliminate  subsidies  thereby  benefiting  toll  users  rather 
than  to  attempt  to  subsidize  business  development  directly. 

Lastly,  I  am  happy  to  report  that  Illinois'  transition 
plan  has  been  consistent  with  the  goal  of  maintaining  the 
level  of  subscribers  to  the  local  network.  According  to  the 
FCC's  most  current  figures,  their  study  showed  93.3%  of 
Illinois  household  with  telephones.  The  Illinois  seven 
month  average  was  94.1%  with  phones  and  95.6%  with  phones 
available.  In  all  cases,  Illinois  was  above  the  national 
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average  for  penetration.  Subscriber  penetration  levels  have 
remained  constant  over  the  years  in  part  because  we  were 
able  to  keep  the  large  customers  on  the  local  network.  In 
so  doing,  all  subscribers  have  enjoyed  the  benefits  derived 
from  sharing  the  common  facilities. 

V.  Conclusion 

In  conclusion,  I  wholeheartedly  support  the  continued 
transition  of  NTS  costs  to  end-users  at  both  the  state  and 
federal  level.  Our  experience  has  shown  that  this  transfer 
will  encourage  efficiency  in  the  telecommunication  market 
place,  promote  rationale  economic  development,  maintain 
universal  service  and  lead  to  the  eventual  end  of 
subsidization  in  this  industry. 
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